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GERMAN DEMOCRATIC REPUBLIC: KEY ECONOMIC INDICATORS 
(Percentage change from preceding year, unless otherwise 


noted) 


1982 1983 1984 1985 
Indicator Year-End Year-End Year-End Plan 


Produced National tonne 
Industrial Goods beotiwtion* 
: : Sie. 

Net Industrial Production 

z i ae ee 
Industrial Labor Productivity 
Gross Investment 
Retail Sales - Manufactures 
Retail Sales - Foodstuff 
Net Personal Income 
Exports 


Imports 4. os 


7 
Exports to U.S. ($ Million) 52 56. 139 .5° 


Imports from U.S. ($ Million) 222. 13s. 125.56 


NOTES: (1) PNI is the GDR macro-economic aggregate most closely 
corresponding to GNP, but which omits most of the service sector 
of the economy. Due to this omission, as well as a presumption 
that GDR statistics are not fully inflation-adjusted, most analysts 
believe that real GNP growth is consistently lower than official 
PNI growth. (2) Includes only those industries under control of 
the Industrial Ministries of the Central Government. While these 
industries encompass the bulk of industrial production, their 
performance is consistently higher than that of the economy as a 
whole. (3) Gross production less cost of labor, materials, and 
depreciation. (4) Calculated on the basis of net production. 


(5) At constant prices. (6) Estimated, C7). tyS.. data. 


SOURCE: Official GDR statistics, unless otherwise noted. 





SUMMARY 


After pursuing a strategy of economic growth and rising con- 
sumption based upon substantial Western imports through most 

of the 1970's, the GDR shifted course at the beginning of 

the 1980's to deal with successive trade deficits and mounting 
foreign debt. Giving top priority to foreign trade, the govern- 
ment launched an all-out export drive, accompanied by more re- 
strictive import policies. Internally, this effort was sup- 
ported by a range of organizational, planning, and price re- 
forms. The effect of such policies upon the GDR's external 
financial position could be seen by 1982, when the economy 
generated its first substantial hard currency trade surplus in 
Many years. This was achieved, however, at the cost of declining 


investment and stagnation in the amount of goods available for 
domestic consumption. 


During 1983, the GDR economy in many respects rebounded from 
its sluggish 1982 performance. Officially reported produced 
national income growth rose from 2.6 percent to 4.4 percent, 
due to improvements in labor productivity, energy and raw 
materials consumption, and plant utilization. In addition, 

the GDR maintained a trade surplus against both East bloc and 
Western trading partners, the latter enabling a reduction in 
the country's hard currency foreign debt. On the downside, in- 


vestment did not recover from its 1982 slump and retail sales 
turnover remained stagnant. 


During the first half of 1984, the GDR economy continued to 
advance. Official statistics indicated that produced national 
income rose at a 5.1 percent rate, as labor productivity and 
unit cost of material inputs further improved. Although de- 
tailed foreign trade information was not available, the GDR's 
export drive also appeared to continue, with shipments to the 
Soviet Union rising especially sharply. Despite this emphasis 
on exports, economic growth was sufficient to allow some relief 
in the consumer sector. Investment activity, however, continued 
to stagnate or even decline in real terms setting back the GDR's 
efforts to modernize its plant and equipment. 


With respect to US-GDR bilateral trade, American exports con- 
tinued a decline which began in 1981. This contraction stemmed 
directly from GDR efforts to diversify its suppliers of agri- 
cultural products, especially grain. In 1983, U.S. exports 
totalled $139 million (versus $223 million in 1982), 84 percent 
of which constituted agricultural products. GDR exports to the 
U.S., mainly chemicals and manufactured products, increased 10 
percent to $57 million. Both the United States and the GDR have 
expressed continued interest in seeking practical ways to im- 
prove bilateral trade. Consequently, the GDR market may offer 


U.S. exporters opportunities in specific, carefully selected 
areas. 





PART I: CURRENT ECONOMIC SITUATION AND TRENDS 


MACROECONOMIC OVERVIEW. The German Democratic Republic (GDR) 
is a country which possesses few resources other than reasonably 
fertile soil, substantial deposits of low-grade coal (lignite) 
and potash, and a skilled labor force. The GDR, therefore, has 
developed what is essentially a processing economy, purchasing 
raw materials mainly from its partners in CEMA (The Council for 
Mutual Economic Assistance), especially the Soviet Union, and 
converting them into semi-finished and finished products for 
export. 


FOREIGN TRADE STRUCTURE. As an outward-oriented economy, the 
GDR derives approximately 30 percent of national income from 
foreign trade. Nearly two-thirds of all trade is with other 
East Bloc countries, while just under one-third is with the 
industrialized West. Trade with developing countries represents 
only about five percent of the total. 


The Soviet Union is far and away the GDR's dominant trading 
partner, accounting for 40 percent of all imports and exports. 
Fully half of Soviet exports to the GDR are in fuels, especially 
petroleum, with other raw materials and machinery accounting for 
most of the rest. In contrast, at least two-thirds of GDR ex- 
ports to the USSR are machinery and equipment. Shipments of 
manufactured consumer goods are also substantial. GDR trade with 
other CEMA countries consists primarily of reciprocal exchanges 
of machinery, equipment, and other manufactured products. 


The GDR's trade with the West is dominated by the Federal Republic 
of Germany, which (with the inclusion of West Berlin) represents 
East Germany's second largest trading partner (8.5 percent of 
total trade) after the USSR. Trade between the two Germanies is 
facilitated by a clearing account arrangement which enables the 
GDR to purchase West German products without the expenditure of 
hard currency. In addition, the GDR enjoys access to a special 
interest-free financing facility (the "swing" credit), as well 

as exemption from normal Common Market quotas, tariffs, and other 
regulations. The GDR's other main Western trading partners in 
1983, well behind the FRG, were Austria, Belgium, Luxembourg, 
France, Britain and Japan. 


The structure of GDR exports to OECD countries differs markedly 
from that with CEMA members. Machinery and equipment sales ac- 
count for only about 15 percent of shipments, whereas primary 
products, refined petroleum products in particular, make up 





approximately 40 percent. Also important are iron, steel and 
chemical products. On the import side, nearly two-thirds of 

GDR purchases from OECD countries are manufactured goods, mainly 
machinery and equipment not available within CEMA, as well as 
chemicals and textiles. The GDR also imports significant 
quantities of grain and food products. 


GENERAL TRENDS IN POLICY AND PERFORMANCE. Like several other 
Eastern European countries, the GDR during the 1970's pursued 

a strategy of economic growth and rising consumption based 
heavily upon the importation of Western products and technology. 
During this period, however, East German exports to the West 

did not keep pace with growing imports, giving rise to successive 
hard-currency trade deficits which had to be financed by foreign 
debt. Moreover, following the yearly rise in Soviet oil prices 
in the mid-1970's, the GDR also began to run substantial trade 
deficits with the Soviet Union. While this imbalance could be 
sustained for a time, the GDR's balance of payments problems 
vis-a-vis the West came to a head in 1980-81 with the general 
collapse of Western banking confidence in Eastern Europe, forcing 
sharp changes in economic strategy. 


First and foremost the GDR in 1981 began an all-out hard-currency 
export drive with the aim of reversing its chronic trade deficit 
with the West. Unlike several other Eastern European countries, 
however, the GDR did not at the same time drastically slash 
Western imports. Consequently, industrial production was never 
seriously disrupted for lack of crucial supplies or spare parts. 
Also, important changes in internal economic management occurred 
in four general areas. First, the "Kombinat" systems of verti- 
cally integrated industrial trusts was strengthened in order to 
tighten centralized control over the industrial sector. Second, 
the system of economic indicators by which economic enterprises 
and their managers are judged was revamped to place greater em- 
phasis upon efficiency of production rather than gross output. 
Third, certain changes in wage and price policies were imple- 
mented, such as a 70 percent wage tax to encourage more efficient 
use of labor, and a restructuring of agricultural input and out- 
put prices to increase efficiency in the agricultural sector. 
Fourth, energy consumption measures were taken to encourage the 
substitution of domestically-abundant soft coal for imported 
petroleum. These measures all serve to maintain and to 


refine the existing system of orthodox central planning and 
control. 


Although the paucity and poor quality of GDR statistical data 





leave many questions unanswered, there is little doubt that the 
complex of measures described above has, on the whole, signif- 
icantly improved the GDR's economic position since 1981. Gains 
in labor productivity and more efficient use of material inputs 
have reduced some of the "slack" in the economy. Increased 
exploitation of brown coal has lessened somewhat the GDR's 

still heavy reliance upon imported Soviet oil. Most strikingly, 
the GDR has been able to substantially increase its hard currency 
exports to the West since 1980, despite stagnant or declining 
demand in those markets during much of the period. As a result, 
the GDR generated substantial hard currency trade surpluses in 
1982 and 1983, enabling it to significantly reduce its foreign 
debt burden. More recently, the GDR also appears to have made 
progress in reducing its trade imbalance with the Soviet Union. 


Despite internal belt-tightening moves, the GDR has maintained 
a respectable rate of economic growth in each year except 1982. 
The drive to export, however, has caused both consumer and 
industrial (i.e. investment) consumption to suffer. The stag- 
nation of investment, has set back the GDR's efforts to modern- 
ize its industrial base and raises questions aboutthe country's 
long-term competitiveness in international markets. In the 


following section, these trends are examined in more detail for 
1983 and the first-half of 1984. 


1983 YEAR-END RESULTS. In 1983, the GDR economy rebounded from 
its most sluggish performance in several years, as growth in 
produced national income (the GDR statistical measure approxi- 
mating GNP for non-service sectors of the economy) rose from 

2.6 to 4.4 percent (see Note 1, p.2). This improved growth was 
made possible by four main factors: improved labor productivity, 
reductions in unit energy costs, increased utilization of exist- 
ing plant and equipment, and an easing of import restrictions. 


These trends were most visible in the large industrial sector 

of the economy supervised by the industrial ministries (see Note 
2). Due to improvements in efficiency, net production (gross 
output less cost of production), and labor productivity, (up 

7.1 percent and 5.8 percent respectively), both increased more 
rapidly than gross output (up 4.6 percent). At the same time, 
total primary energy consumption was held to roughly the same 
level as in 1982. Conversion from imported oil to domestic 

coal also continued, particularly in building heating and trans- 
portation. In 1983, 71 percent of all domestic primary energy 
needs reportedly were met by brown coal, compared with 65 per- 
cent in 1980. Investment activity continued to focus on repair 





and modernization of existing plant and equipment, rather 

than construction of new facilities. Through such "rational- 
ization" efforts, increasing numbers of workers were redeployed 
for shift work, enabling fuller utilization of plant and equip- 
ment. In real terms, however, total investment did not 

change from its depressed 1982 level. 


In the important foreign trade sector, the GDR turned in a 
strong performance in 1983. Despite considerable discrepancy 
between East German and "mirror" statistics of trading part- 
ners, it is clear that the GDR again maintained a hard currency 
surplus, probably near the $1.3 billion officially reported 
(down from $1.5 billion in 1982). This surplus was achieved 
even with a moderate relaxation in import policy, as purchases 
from "non-socialist" countries rose about 13 percent in dollar 
terms. The GDR also reported an overall trade surplus of 720 
million transferable rubles in its trade with East Bloc countries. 
Most significantly, exports to the Soviet Union increased 16 
percent, enabling the GDR to greatly reduce its annual bilateral 
trade deficit for the first time in a decade. 


The continuing priority given to GDR exports had both positive 

and negative effects on the country's economic position. On 

the downside, domestic consumption stagnated in both the con- 
sumer and industrial sectors, as nearly all production increases 
were, in effect, shipped out of the country. In the consumer 
sector, official GDR statistics indicated that retail sales 
increased less than one percent from 1982 levels. Taking hidden 
inflation (about 3 percent) into account, there was probably 

a real decline in personal consumption during the year.* Simi- 
larly in the industrial sector, price-adjusted figures showed 

that production allocated to investment was at the lowest level 
since 1977. On the other hand, GDR's export efforts enabled 

the country to further improve its hard-currency foreign debt 
position. Estimates vary, but it appears that total GDR net Western 
debt (including intra-German debt and supplier credits) declined 
from about $10.7 billion at the end of 1982 to around $9.0 

billion at the end of 1983. More narrowly defined statistics 

from the Bank for International Settlements showed a reduction 
from $6.6 billion to $4.7 billion. The GDR's financial posi- 


*Note: Despite little or no growth in consumer activity during 
1982 and 1983, most quantitative estimates of living standards 
still put the GDR at the top of East Bloc countries. Estimates 
of per capita GNP vary widely, but generally center around 
$8000. 





tion was helped considerably in June 1983 with the extension 
of a much publicized "Jumbo" credit from West German banks for 
approximately $400 million dollars. This loan, which carried 
the guarantee of the West German government, marked the first 
unsecured major foreign credit to the GDR since June 1981. 


Agricultural results for the GDR were mixed in 1983. A record 
grain crop exceeding 10 million tons was’ harvested, but this 
still fell slightly short of plan targets. Drought depressed 
yields of other crops. The availability of pork was high, but 
beef was not available in normal quantities. Livestock in- 
ventories increased during the year to record 

levels. The feed situation remained tight, but not as severe 
as in 1982. Grain imports from Western countries increased 
from around 2.4 million tons in 1982 to 3.2 millions tons in 
1983. Nevertheless, the U.S. share of the GDR feedgrain market 
continued to decline as the GDR moved to diversify suppliers. 


1984 MID-YEAR RESULTS. The GDR's economic recovery of 1983 con- 
tinued unabated during the first half of 1984. According to 
preliminary official statistics released at mid-year, produced 
national income rose at a 5.1 percent rate, the highest in 
several years. Within the industrial ministries, net production 
(up 8.0 percent) and labor productivity (up 7.2 percent) well 
outpaced growth in gross output (4.3 percent), indicating that 
economic growth continued to stem mainly from more efficient 

use of energy, raw materials, equipment, and labor. Also a 
contributing factor was the continued shift in the structure 

of GDR industrial production toward higher value-added pro- 
ducts. On the negative side, investment continued to stagnate 
or, in the view of some Western analysts, decline in real terms. 
In the agricultural sector, preliminary indications signalled 


another good grain harvest, probably surpassing 1983's record 
crop. 


Information on GDR foreign trade performance during the first 
six months of 1984 was extremely fragmentary. Trade surpluses 
with both "socialist" and "non-socialist" countries were offi- 
cially reported, but no details offered. Interestingly, total 
GDR trade turnover increased at a 10 percent rate through June, 
continuing the growth trend of recent years rather than slowing 
down as had been forecast in the 1984 Economic Plan. Most of 
this trade growth appeared to take place with other East Bloc 


countries, especially the Soviet Union, to which exports rose 
18 percent. 





Despite this continued export push, economic growth apparently 
was sufficient to provide some relief for the consumer sector, 
following two difficult years. Both net personal income (up 

3.2 percent) and retail sales (up 4.4 percent) rose more rapidly 
than in recent years and were ahead of plan targets. Price rises 
in a number of products during the first half of the year, how- 
ever, may have partially offset apparent gains. 


The continued stability of the East German economy, combined 
with a demonstrated ability of the GDR to manage its foreign 
debt burden, led to renewed interest in lending to the GDR by 
bankers during the first half of 1984. In May, the GDR re- 
entered the long-term Euromarket with a 5-year, unsecured credit 
for $75 million, led by First Chicago bank. This was followed 
in July by another large loan from a consortium of West German 
banks for approximately $330 million. Like the first "Jumbo" 
loan a year earlier, this credit was for a term of five years, 


untied to any specific use, and guaranteed by the West German 
government. 


PART II: IMPLICATIONS FOR THE UNITED STATES 


TRENDS IN BILATERAL TRADE: American exports to the GDR con- 
tinue to be weighted heavily toward agricultural products, 
especially grain. Of the $139 million in goods exported by 
U.S. companies during 1983, $117 million represented agri- 
cultural products. This, however, was little more than half 
the 1982 level and only one-quarter of the 1980 level. The 
downward trend stemmed directly from GDR efforts in recent 
years to diversify agricultural suppliers, increasing its pur- 
chases from Canada, Austria, and the Federal Republic of 
Germany. During the first 11 months of 1984, U.S. agri- 
cultural exports to the GDR totalled $103 million, about the 
same as in thesame period of 1983. In recent years, yellow 
corn has accounted for more than two-thirds of agricultural 
shipments. Other major items have included soybean meal, 
wheat, cotton, linters, and tobacco. U.S. purchases of GDR 
agricultural products have been minimal, usually $13 million 
per year. 


Non-agricultural U.S. exports to the GDR increased 17 percent 





in 1983, but still were relatively modest at less than $22 
million dollars. Shipments during eleven months of 1984 
slumped to $12 million, versus $21 million during the same 
period in 1983. In recent years, the bulk of U.S. non-agri- 
cultural exports to the GDR have consisted of various kinds 
of machinery and transport equipment. With respect to GDR 
shipments to the U.S., agricultural products are far out- 
weighed by non-agricultural items, above all chemicals and 
manufactured products. In 1983, the most important GDR ex- 
ports included potassium chloride, printing presses, and 
pneumatic tires. In all, GDR exports rose 10 percent to $57 
million in 1983. During eleven months of 1984, GDR ship- 
ments showed a142 percent jump compared with the same period 
in 1983, from $53 million to $128 million. The rise primarily 


reflected increased U.S. purchases of GDR steel products and 
chemicals. 


The opportunities for expanded trade between the United 
States and the German Democratic Republic are constrained by 
a number of factors. On the GDR side, these include limited 
hard currency reserves and a desire to maintain diverse agri- 
cultural suppliers. On the U.S. side, they include lack of 
Most Favored Nation status for the GDR, non-availability of 
CCC financing, and export licensing requirements. Despite 
clear differences on a number of economic issues, however, 
the U.S. and the GDR have expressed continued interest in 
seeking practical ways to improve bilateral trade. Con- 
sequently, U.S. exporters may find selected opportunities in 
the GDR market, especially in those areas which directly sup- 
port current economic objectives (see Part I), such as the 
re-use of industrial by-products, introduction of productivity 
boosting automation, promotion of energy efficiency, and con- 
troli<of  spollution. 


DOING BUSINESS WITH THE GDR: Effective contacts and procedures 
are crucial to successful business efforts in the GDR. As in 
other communist countries, however, practices in the GDR differ 
markedly from those in the West due to the near total state 
domination of the economy. An initial contact with the USA 
Desk at the GDR Ministry of Foreign Trade (Unter den Linden 48- 
60, 1080 Berlin) is highly advisable. The Ministry can direct 
a firm to the appropriate GDR foreign trade enterprise. 


Prior to making a visit to the GDR, it is also important to 
obtain appointments for personal calls on key business decision 
makers. The Ministry of Foreign Trade normally arranges ap- 
pointments for U.S firms or their representatives, but the 





American Embassy in Berlin is pleased to assist as the need 
arises. Past experience has shown that a firm's chances for 
success increase if it can make follow-up visits regularly 
and provide GDR counterparts with detailed, written proposals 
as early on as possible. Other important factors include a 


firm's willingness to engage in countertrade and ability to 
provide trade financing. 


The semi-annual Leipzig Trade Fair, held each year in March 
and September, offers a major opportunity to establish con- 
tact with a variety of GDR end-users in the industrial sector. 
Companies wishing to reserve space for business consultations 
or to exhibit products should write to the Leipzig Fair 
Authorities, Leipzig Messe Amt, 7010 Leipzig, Markt 11-15, 
German Democratic Republic. 


At the 1985 Spring Fair in Leipzig the U.S. Government will 
have a "Business Facilitation Stand" (BFS) where, for a set 
fee, American firms without stands of their own may hold 
appointments with GDR counterparts. The BFS will also display 
on a fee basis graphics from American firms, although it will 


not have space for exhibits. A commercial officer from the 
U.S. Embassy Berlin will be on hand to assist U.S. businessmen. 


Experience has shown that success for a commercial firm at 
Leipzig depends upon prior contacts with GDR officials and 
careful selection of appointments before the Fair begins. 
Accordingly, firms planning to attend the Fair either as 
exhibitors or as visitors should write for appointments to 
the USA Desk of the Foreign Trade Ministry (address noted 
above) about two months prior to the Fair. 





You might be, if you don’t have current, up-to-date in- 

ARE formation on the countries to which you are marketing. 
Overseas Business Reports and Foreign Economic 

YOU Trends and their Implications for the United States 
offer country-by-country reports with the information 


EXPORTING you need to succeed in overseas business. 
Overseas Business Reports (oBr’s) 
BLINDFOLDED? bring you detailed information on overseas trade and 


investment conditions and opportunities. They'll bring 
you the latest marketing information on countries offering 


good potential as sales outlets for U.S. goods. You'll find 
information on: 


@ trade patterns @ transportation 

@ industry trends @ trade regulations 

@ distribution channels © market prospects for 

@ natural resources selected U.S. products 

®@ population @ finances and the 
economy 


The OBR World Trade Outlook Series gives you a 


twice-a-year analysis of U.S. export prospects to all 
major trading companies. 


Foreign Economic Trends and their 
Implications for the United States 


focus closely on current economic developments and 
trends in more than 100 countries. This series is essential 
for analyzing new elements and trends to help you plan 
and evaluate your commercial or investment programs 
overseas. Each report: 
@ is prepared on the scene by U.S. Foreign Service 
and Foreign Commercial Service experts 
@ pinpoints the economic and financial conditions of 
the country, and how they could affect U.S. 
overseas business 
@ describes the principal influence of current condi- 
tions and future trends on the economy 


Use the order form below to start your subscription to 
both series today. 
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